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INTRODt^TiON 



Health care instltut±5n' i nonprofit nature is very difficult to adequately 
define. Nonprofit does not mean that the price or charge for aach service is 
based exclusively on the cost of rendering that service, nor does it mean that 
a health institution financially breaks even over a stated accounting period. 
In fact, many health care Organizations annually enjoy an income surplus after 
expenses, while others have to resort to deficit financliig almost annually. 
Therefore, with more and more money moving into the health care field, the issue 
of strategic management of health care has become more important, in teris of 
the various components of the strategic management process, more studies seem to 
have been done in health care organizations than any other type of nonprofit 
Institutions. Therefore, the object of this paper is to survey related 
literature of health care organizations and determine testable relationships 
with strategic management principles. 

CHAPTER I: STRATEGIC MANAGEWENT AND THE 
NONPROFIT ORGANiZATiON 

i.l Basic Concepts of Strategic Management 

According to Schendel and Hofer (1980), strategic management is a "process 
that deals with the entrepreneurial work of the organization, with rganizationai 
renewal and growth, and more particularly, with developing and utiliziSi the 
strategy which is to guide the organization's operations" (p. 11). Thus, 
strategic management places eSphasls on the achievement of objectives as the 
inajor aim on the organization. Th_j combination of objectives, strategy, and 
policies forms the iaster strategy for the firm. The deciiiSn processes 
Involved in an organization are closely relaued to this master strategy. Thomp- 
son and Tuden (1980) suggested that, despite the apparent Importance of decision 
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making for theories of adiainistratibri ^ present models and knowledge of 
decision making have generated few hypotheses about administration and^ thus, 
haviB not been adequately linked with organizational models. According to 
Thompson and Tuden, there are several types of decisions to be made in and on 
behalf of collective enterprises, and each type of decision calls for a 
different strategy or approach. In addition, since there are several varieties 
of organizational structures which facilitate these several strategies, the 
resulting behavior defines variations in the decision processes. 

Several relationships between the different levels of strategy and the type 
of organizational Integration that deals with each type of strategy are givoi in 
table 1. The four levels of strategy as defined by Schendel and Hofer (1980), 
include the enterprise, corporate^ business, and functional levels. The business 
strategy is an attempt by the company to allocate its available resources to 
achieve a competitive advantage over its rivals. Since many alternatives are 
available and may coexist simultaneously and may vary under certain conditions, 
there appears to be very few universals of business strategy that applies to all 

Table 1. Different Levels of Strategy (Schendel and Hofer, 1980, p. 11) 



Strategy leval 


Integratei 


1. Emerprite 


1. Total orBsni^ation/SbcIety 


2. Corporate 


2. Buiiheiies/Portfolio 


3. Busineii 


3. Functlbns/Builneii 


4. F4mctk>nal 


4. SubfuQcUonaUFunction 
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circumstances. & addition, the business strategy includes a plan to integrate 
the various functional areas that comprise the business. In terms of 
hierarchical relationships among these four levels of strategy, "as one moves 
from enterprise strategy to corporate strategy to business strategy to function 
strategy, one not only moves down the organizational hierarchy, one moves 
downward in terms of constraints" (p. 13). 

The examlhatioh of the various components of strategic management (Schendel 
and Hofer^ 1980) yields six major tasks as shovm li Figure 1. The six major 

Figure 1: Various Components of Strategic Management Process (Schendel and 
Hofer, 1980^ p. 15) 
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tasks Include: (1) goal formatloh , which is influenced by the power and personal 
goals of stakeholders, condition of the organization, type of organization 
involved; (2) environmental analysis , which, due to uncertain and lack of control^ 
is influienced by the difficulty of forecasting future values and determining 
important factors; O) strategy formation ; (4) s tr a teg y-implenieritation . which 
deals with the evaluation of the present and future worth of the existing or 
proposed strategy; (5) s t r a t egy-d ropletnerit at ion , which is inherently behavioral 
in nature and primarily an administrative task; and (6) strategic control , which 
deals with the enforcing of the proper strategy and to ensure the results 
produced by the strategy were those intended. The last task, strategic control, 
is derived from the strategy and action plans developed to implement the strategy ^ 
and from the performance results that the strategy is expected to produce. Thus^ 
if a deviation occurs, then feedback takes place and the strategic management 
process recycles, as illustrated in Figure 1 (p. 18). 

1.2 Nonprofit Organizations and its Managerial Problems 

Management of nonprofit organizations traditionally have been considered to 
be significantly different than the management of profit organizations. However, 
there have been few or no ma^or studies indicating that this difference of 
management and its related managerial problems exist (Wortman, Jr., 1980). 
According to Newman and Wallender (1978), the follbwing constraining character- 
istics seem to account for unusual managerial problems in the nonprofit sector. 
These characteristics are: (1) service is intangible ; (2) weal^ ^stomer or 
client influence ; (3) strong employee commi^t:meat^^o-^rafessibhB and weak 
allegiance to organization ; (4) i nterf e r eace-^-^nterrial management by resource 
contributors ; (5) r e stra i nt s on the use ^f- rewards and punishments ; and (6) 
alternate means of coa f llc4^^asolu^idn by charismatic leaders and the mystique 
of the enter p^se-lt^lf > However^ as noted by Wortman, Jr. (1980), these 
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characteristics also appeal to i certain extent in profit oriented organizations 
as well. 

Many nonprofit organizations, such as the health ckie industry, have a 
significant iipact to our society in terms of money and human lives. According 
to Georgopoulos and Mann (1962) : 

Few 5ther organizations have a clear meaning for their members aSd 
"'"^u^^^'u: u"" ^'^^^^l functions for the complex social order 

within which they operate. In our organization-oriented society 
the hospital is one of the few organizations of whose purpose we' 
are vxvidly aware, and with whose functioning we are unambiguously 
concerned, (p. 1). ^ ""oxjr 

Hence, with more and more dollars moving into the health care field, "the issue 
of strategic management of health care has become more and more critical" 
(Wortman, Jr., 1980). 

CHAPTER II: STRATEGIC PLANNING MD MANAGEMENT 
OF HEALTH CARE ORGANZltlONS 

2. 1 The Health Care Environment 

Since, in a task-centered organization system, like the hospital, formal 
leadership constitutes an important mechanism for ensuring the channeling and 
integration of specialized performances, the problem of leadership and super- 
vision is intimately tied to the problem of organizational coordination 
(Anderson, 1976; Baldwin, 1972; Milch and Martinell. 1980; Georgopoulos and 
Mann, 1962; Georgopoulos, 1972; Georgopoulos, 1975; Georgopoulos and Mate^ko, 
1967). In additioS, the hospital is an organization that mobilizes the efforts 
and competences of widely divergent professional and nonprofessional members 
to provide a highly personalized service. This healthcare, however, must be 
provided in a manner that is seen by the patient as tailored to him and, at 
the same time, "patient care must be rendered at a level of relative emotional 
detachment that promotes maximum technical efficiency and allows for the 
continued performance of ofgSizatlonal roles that are emotionally taxing" 



ERIC 



, . 6 
(Georgopbuios and Mahh, 1962 ^ 423) i Hence, a degree of impersonality in 
the performance of the various roles in the hospital is institutionally 
required. 

Hospital's organizational structure must be designed to handle crises and 

emergencies, which involves matter of human life and whose outcomes are often 

uncertain and unpriedictable. Given these conditions, it is important that the 

organizational lines of authority and responsibility be clearly drawn and 

control be maintained. 

Consequently, a good deal of regimented behavior is required by 
the system^ and coordination of activities must in part be 
achieved in a highly directive maiiner, through formal hierarchical 
relationships. This reliance on authority, tnoredver, is accentuated 
because of flnanplai considerations. To an extent, individualized 
service and the factor of unpredictability contribute to inefficiency. 
Regardless of cost, frequency of need, and frequency of actual use, 
for example, the hospital must have available equipment^ supplies, 
and xnedicines which are costly, but which may be rarely used. 
(Georgopouios and Mann, 1962, p. 423). 

Hence, formal supervision and administration are relied upon to keep the level 
of this inherent organizational inefficiency to a minimum. Since both super- 
visors and administrators are expected to coordinate, direct, and even control 
the activities and working relationships of the hospital's members, prescription 
for supervisory behavior in the hospital usually calls for a certain degree of 
impersonality, deference, and social distance (Anderson, 1976; Baldx^n, 1972; 
Georgopouios, 1975; Georgopouios and Mann, 1962). Under these conditions, the 
problem of njotivating the participants toward effective attainment of organiza- 
tional objectives is extremely difficult. Thus, the role of the administration 
is an important one in reconciling the impersonal demands of the situation with 
the personal needs of the organizational members^ in order to maintain sufficient 
motivation for the required high level performance (Anderson, 1976; Burton, 
1978; Georgopouios^ 1975; Georgopouios and Mann, 1962; Gibbs, 1978; Newman 
and Wallender, 1978; Sapulveda, 1979) i However^ the medical staff is virtually 
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exempt from lay supervisory or administrative authority, but all other 
professional and nonpersonai personnel are subject to such authority. 

2.2 eharact eristics of Health Admlnistratibn 

Frequently, the heads of health administration departments are stumped when 
asked what is unique, different ^ or unusual about health adnjinistrat ion in 
comparison with business management (Grimes and Webber and Dula, 1974; Wiseman, 
1979). According to Shuier (1972), some hospital administrators discuss operating 
features of hospital and health services admlniist ration as unique characteristics 
of health administration. Frequently, these views are distinctly abstract and 
seldom provide much practical inf ormatidtl. "Others frankly admit they have no 
answer or, at best, weak answers. However^ most department heads and academicians 
hold tenaciously to the proposition that health administration is 'different' '* 
(p. 10). 

Shuier (1972) attempted to identify the unique educable characteristics or 
skills required by successful health administrators and sought unusual and 
innovative curricula by which to teach the identified skills or characteristics. 
This approach is similar to task analysis in technical education. Shuier developed 
a series of 15 propositions that describe the unique manageinent characteristics 
of the hospital administrator. Although, according to Shuier, several of these 
characteristics overlap other areas, especially in the area of economics^ most 
of the characteristics are clearly identifiable and reasonably specific to 
health administration. Some of the unique management propositions for hospital 
administration are: 

1. The patient or customer is usually ^n^iny^:^lxmtary 44set^^c^ 
institution . Thus^ hospital patients exercise little choice in selecting the 
institution to which they are admitted, the type of services they receive or 
the charges they are assessed for the rendered services (p. 11). According 
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to Shuler, Heifer, and Trapnell (1970). the p^-tient seldom knows what has bein 
ordered for him/her. nor is he/she usaaiiy a competent or unbiased judge 6f the 
quality of the service he/she receives. Neither does he/she usually have Such 
choice over what is charged for any service. •'Therefore, the consumer 5f 
institutional health services is pretty much an Involuntary pawn of the health 
care system" (Shuler, 1972). Under these conditions, the administrator must 
assume an unusual obligation for the protection of the customer's interests. 

2- Hospitals exhibit some mo nopoli s tic traits. Health institutions may 
be the last segment of monopolistic business or industry vzithin our society that 
are operating without public restraints and controls. Health institutions 
decide the quantity and quality of services to be rendered and the rates to be 
charged without the spur of competition, official sanction, or individual challenge 
(p. 12). According to Shuler (1972), "A test of the administrator's worth is his 
ability to use these characteristics to benefit his Institution and patients, 
without detriment to society and the public" (p. 13); 

3. Goals of voluntary, nonprofit health Institotions are different' from 
industrial and business institutions . "A salient factor in describing health 
Institutions as nonprofit is the implication that no individual directly profits 
or is enriched by an operating profit" (p. 13). However^ failure to understand 
and control cash flow sometimes causes real and avoidable problems. The non- 
profit nature of health institutions and their obligation to remain solvent is 
confounded by the rules of payment imposed by third party payors, such as 
insurance companies. The varying and diverse schemes which different organiza- 
tions use to remain both voluntary and nonprofit are seldom employed in other 
business enterprises (p. 13-14). 

4. Administrator has wide discretion in price setting . Many factors and 
individuals contribute toward the determination of specific charges* but the 
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final decision Sust rest vjrith the administrator. However^ while cost Is a 
significant factor in setting charges, many Ixistitutiohs lack precise cost 
accounting systems. "Therefore, costs ©ay be estimated more frequently and, 
hence, probably more imprecisely^ than is generally thought to be the case" 
(p. 14). Costs are generally determined by the administrator's policies arid 
effectiveness. If an Institution is to live by the rules and be both self- 
sustaining and nonprofit, charges must be set on some basis other than exact 
costs (p. 14). 

5. He a lth institutions can -jji relatively easy manner cover mistakes or 
poor decis lQa^ . Depending oti the type of controls available and the diligence 
with which they are imposed^ the health administrator may be able to pay for 
negligent practices with small and frequent rate increases, thus, "the health 
administrator uniquely has to exercise more self-restraint and more self-appraisal 
than most other businessmen and industrialists" (p. 15). 

t*. Changes are influenced more by t he cost of render lng services than the 
quality of the services . Generally speaking, the quality of health service 
received is independent of the charges for the service. The patient or third 
party payor is unlikely to know which tests arid other expenses are needed^ because 
of charging conditions and which are reordered, because of improper results 
obtained due to carelessness or poor work efforts. However^ as in most businesses, 
the incompetent employee is usually difficult to identify and always more 
difficult to dismiss. The "longer the inefficient are retained, the more nearly 
charges will be related to costs rather than quality" (p. 16). Therefore, a 
major job of the health administrator is to provide quality health services at 
a price which the patient can afford. Monopolistic health institutions seem to 
be in a better position to retain customers and to pass on the cost of rendering 
inferior service than most businesses. 



ie 

^- ^P^e-noiMa3^in arket p lace price setti&g^lB^^ff act ive In defpfn.?nin^ 
health institution service charRes. The quality or lack of quality hai little to 
do with the demand for health services. "Hospital and health care adaliilstrators 
face the unique problem of determining the amount and the price of a given 
service at any given quality level, without the assistance of a relatively or 
minimally free mairket" (p. 17). 

^' The nonprofit aspec t of h ealth adminlstratAon^ lacks the incentive Brese^ 
in some^4usfcrles . Where demand for service is not based wholly oh Seed or 
quality. Where prices are artlflcaiiy set, where profit is not a factor, and 
where expense stand-by services must be maintained, other standards and motivators 
must be established for effective evaluation. Therefore, there Is a general 
lack of ijicentlve to SaxiSize effective and efficient production in the health 
care organization. 

^' The price of identical health services Is too costl^or-some and too 
cheap for othe ^. Depending on the financial condition of the customer, and 
whether or not he/she has third party coverage, the identical charge for the 
same quality and service can at the saie time be too costly, properly priced, or 
too inexpensive. Often people with third party payers that cause the cost of 
the commodity to approach zero, treat the health service as econoiicaiiy having 
little value and, consequratiy, are over odrisumed and wasted. While the total 
and individual costs of health care continue to rise, for special population 
groups, the costs are being reduced to zero. "This Inverse type pricing 

inequity occurs Infrequently in other businesses and adds another uniqueness to 

which the health administrator must accommodate" (p. 18). 

Fauityl^notJoas^bout h ealth and ledlcai economics^mpllcate the cost 

problem. Money has been poured into the deiand side of health care, and too 

little has been Invested in developlii§ Additional manpower and resources. Thui, 
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th. supply and de^d equat ion Is not fnnctloning In .edicai econoMcs. and 
there is no reasonable way to bring it into play (p. 19-20). "As a nation, 
we have acted on th. false Sotion that the :„ain or only need bringing people 
health care 1. the availability of money to pay for the services required" 
(p. 20). 

11. The^lificatlon^f governing bn^^H^ .w.^i,. j„ ^^^^^^ ^^^^ 

mo.t businesses, individual members of the board of director., are highly qu^li- 
fled for the positions th.y hold. Unfortunately. f,w hospital governing boards 
are represented by the presence of any kind of health professional. In fact, 
some health institutions bar physicians from their governing bodie.. "Tt.e 
potential hazard., inherent in unfamiliar health service problems, .re more to 
be feared than the known dangers of the business yorld" (p. 20). Thus, the 
health administrator has the responsibility of guiding and training the governing 
body and gaining thei^ confidence. 

health rare indu stry is highly organic both p rof ession.11.^ 
i-dustriallz. Health institutions are one of the mo.t highly organized industries 
m the country. They consist of influential loc^,. state, and national voluntary 
and governmental organizations of institutions, administrators, professionals, 
and quasi-professional health careerists. The medical industry is highly 
organized and e:chibits considerable uniformity, even with retaining much of its 
fragmentation and autonomy. The hospital administrator must be "an independent 
operator whill operating in a conformist role" (p. 22). Although this independent- 
conformist role is not unique to the health care field, its Impact seems to be 
more pronounced in this area than in m^y other administrative fields. 

^he health administrator must be orientate i-.^ e xtemal field^. Usually, 
iost cotmnunity issues involve the Interest of the health Administrator. Thus, 
the health care administrator be the broadest possible generalist. with the 
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ability to delegate specific taisks (p. 23). 

"Ehe health ^adai ai^rator must face the 56ril^ind etfeLcal issues of 
health service . Among those areas where SSral and ethical values must be 
considered include resource allocation and ty^es of health service to pfbvide. 
The administrator's knowledge and decisions in the allocation of resources, for 
example, will have a bearing on the options open to the physicians and others 
in the health services area. 

As suggested by Shuler, there characteristics are offered as "conceptual 
stepping stones" towards developing a better understanding of demands made upon 
a health administrator. 

2.3 Hospital Performance Measures 

Several researchers (Anderson, 1976; Baldwin, 1972; Burton, 1978; Cleverley, 
1975, 1981; Grimes and Moseley, 1976; Newnan and Wallender* 1978; Georgopouios, 
1972, 1975; Georgopouios and f^n, 1962; Georgopouios and Matejko, 1967; Glueck 
and Mankin, 1977; Webbed and Dula, 1974; Whitman, 1981) have iSiked the 
operations and successful strategic management techniques to some type of health 
care organizational performance. Grimes and Moseley (1976), in a recent study, 
attempted to determine indexes of hospital perforSaice. Two indexes were 
described, one based on measures of administrative effectiveness, the other on 
patient care effectiveness. The major concern in a related study was to examine 
correlations between performance measures and various modes of hospital organiza- 
tion and operation (Moseley and Grimes, 1976). 

According to Moseley and Grimes (1976) and Grimes and Moseley (1976), an 
index of hospital performance should include measures of patient outcome. How- 
ever, outcome measures have proven to be very difficult to implement (Eiiwood, 
1966a, 1966b; Fanshel and Bush, 1970; Lembeke, 1967; Roemer, Monstafa, and 
Hopkins, 1968). The iajor reasons for this difficulty lies in a combination 
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of inadequate record keeping, noncomparabiiity of data bitWeen hospitals, 
confidentiality probieis. and complex factors that affect the recovery of 
hospital patients. Hence, according to Grimes and Moseley (1976), in the 
absence 6f oatcome measures, it is important that an index of performance 
iiiciodes measures Of both organization structure and process, or measures of 
both system efficiency and patient care. In addition, the data required must 
be available and acceptable to those affected people in the hospitaj field. 
As Table 2 illustrates, about 30 measures were found by Grimes and Moseley 
(1976). These measures found in the table were selected and ranked by a Delphi 
panel, then weights were assigned by the panel to 19 selected measures, as 
shown in Table 3. 

Upon isolation of these measures of effectiveness in Grimes and Mcseley's 
(1976) study, a relatively simple additive index was used, as expressed by 
equation one: 



n 



Where; = weight assigned to measure i from Table 3 
% = hospital's standardized score on measure i 
n = number of measures in the index 
The two separate indexes, Ip for patient care, and I3 for administrative 
performance, were derived by Grimes and Moseley (1976) using equation one. 
However, to make proper comparisons, score values for the Individual measures 
a^e standardized or reduced to Z-scores, as given by equation two: 

?Xj - Ij) 

(2, 

Where: = hospital^s raw score on measure i 

« mean raw score of the group on measure i 
Sj « standard deviation of 
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TABLE 2: Suggested Measures of Hospital Effectiveness or Performance 
(Grimes and Moseley, 1976) 
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TABLE 3: Mean Beiphl Rankings and Mean Weights of Effectiveness 
Measures (Grimes and Moseiey, 1976) 
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(However* as a side Sote from the wrltier» simple multiple liSia^ regression 
analysis techniques, which uses the general least squares oiution and dealing 
with variances, may be more appropriate than converting the raw scores to 
standard scores. ) 

For negative measures, such as a high score corresponding to undersirable 
performance, the authors suggested the sign of Z± to be changed, as imp3 led 
in equation three: 

Xi ^ -<^L^^ = (3) 

For ambivalent measures, such as deviation either above or below the mean implies 
undesirable performance, the absolute value of is given a negative sign, as 
shown in equation four: 



Xi 



- Fi (4) 



In the Grimes and Moseley's (1976) study, 32 short-term general hospitals In 
the Houston, Texas area were selected in a field test of the index. The 
results of the study are shown in T^ible 4. 
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Table 4: J^nk Order eorreiatlon Between Component Iteisuisk and Overall Index 
Score (erlTnes and Moiseley, 1976). 
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The correlations In the taBie indicate no component domlnatii either index» 
suggesting that the indexed seem to reflect the many ficits of hospital 
effectives. In addition, a profile of the hospitals that scored high on the 
effectiveness indexes revealed that those hospitals scoring high on patient 
caire index reported an effective medical audit program, a high autopsy rate^ 
longer lengths of stay» higher percentage of board certified specialists, were 
rated higher by the Joint Commission on Accreditation of Hospitals, were judged 
better by their peers, and had fewer dissatisfied patients. Hospitals scoring 
high on the administrative effectiveness index were judged better both by their 
peers and by the JGAH, had better educated and wore experienced administrative 
staffs, did more Management analysis, and had more personnel per occupied bed. 

2.4 Strategic Planning in the Health Care Organization 

Several studies have dealt with various aspects of the strategic management 
process: analysis (Baldwin. 1972); formulation (Cleverley. 1975, 1981; Webber 
and Dula. 1974; Glueck and MankiS. 1977; Sapulveda. 1979; Wiseman, 1979); 
implementation (Anderson. 1976), and evaluation (Grimes and Moseley. 1976; 
Milch and Martinelli. 1980; Moseley and Grimes, 1976; Whitman, 1981). Defining 
strategic planning, which is that set of decisions and actions which lead to 
the development of an effective strategy, in the hospital setting requires 
defining the objectives of the hospital. These objectives, as previously 
developed in the preceeding sections of this paper, includes quality patient 
care, excess revenues over costs, and providing low cost health care. According 
to Mankin and Glueck (1977). a strategy is both coiprehensive - it covers all 
major aspects of the hospital - and a strategy is integrated - all the pa^ts of 
the plan are compatible with each other and fit well together. Thus, strategic 
planning is a continuous process, adapting to changing conditions or ciic^- 
stances. "Strategic planning 's output is not a document or plan but rather, it 
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is a managerial philosophy" (p. 7). A number of reasons can be givin by 
administrators and researchers why hospitals should engage in basiSiii policy 
or strategic planning. According to Mankln and Glueck, a few of these reasons 
or requirements for strategic planning In hospitals include: 

1. Conditions of most hospitals change so fast that strategic planning 
is the only way to anticipate future threats and opportunities. 

2. Strategic planning provides all the employees and departments with 
clear goals and directions to the future of the enterprise. 

3. Businesses which pe^forS strategic planning are more effective than 
those which do not and their employees are more satisfied. 

4. Social Security Administration, on July 7, 1975, iade inititutional 
planning mandatory for participation in Medicare or Medicaid. This new 
regulation requires that hospitals, under the direction of their governing 
body, prepare an overall plan and budget which provides for an annual operating 
budget and a capital expenditure plan. The capital expenditure plan must cover 

a three year period and the overall plan should be Reviewed annually and updated. 
Such planning is expected to result in Sore effective and efficient use of 
capital resources and exert some control over the general rise in health care 
costs (p. 7-9). 

The strategic plirming process is generally performed by top managers, but 
hospitals are different from many businesses in that they function with a triad 
of top managers, naSeiy administrators, medical staff, and the board of trustees. 
Thus, compromise and harmony become important objectives with effectiveness to 
be considered by the triad. However, as Johnson (1974) found in hospital 
settings, the board of trustees do not serve the same purposes as those of 
corporations, but rather acted as an arbitrator between the other two major 
power sources. As stated by Glueck and Mankln <1977) , since the board of trustees 
is a reflection of the community the hospital serves, it is very difficult to 
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find trustees that have a knowledge in the afeai 5f health ca.e, capital 
finahctei, comprehensive health planning gaideiines, etc. as discussed 
previously by Shuler (1972). 

Glueck and Mankin (1977) analyzed 15 Missouri community, genital hospitals 
stratified by size, ownership, and complexity of diagnoses via field interviews 
and questionnaires. They found that in 80 percent of the hospitals surveyed, 
consultants were used to help determine optiSui planning strategies, but most 
administrators relied on financial consultants. m addition, most administrators 
cited that harmony between the power triad was most important, sometimes regard- 
less of the correctness of the strategic decision. This arrangement is a 
common occurrence to a complex business operation and not unique to the health 
care field. In addition, each administrator was given a list of 13 Resources 
and was asked to rank each as an advantage or disadvantage. The Results of 
this task is given in Table 5. The larger the institution, the more advantages 
the administrator felt the hospital had. 

In sumiaary, Glueck and Mankin (1977) found that all the hospitals did hot 
formally plan their strategies in much detail, even though they will be required 
to do so by law. Few did an effective job in appraising the environment to 
anticipate major changes or opportunities. Objectives were not defined, choices 
were informal, and appraisal haphazard. According to Glueck arid Mankin; 

We predicts, though, that the effective administrator of the future - 
like the effective business person of the priesent - will formalize 
strategic plarinihg. ' Yet prior to that day, much more pressure will 
have to be exerted by outside groups and perhaps more training given 
to the administrators in the art of strategic planning, (p. 22). 

Thus, the most liportmt part of strategic planning is the hospital administrator's 

everyday use of a long range plan and the formulation of decisions in accordance 

with this plan. "The excuse that the hospital Industry' is too dynamic to 

formulate long-range plans will no longer suffice. The hospital administrator 
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mast begta to make planned decisions rather than reacting io each individual 
situation" (p. 22). 

Cleverley (1976) in an faput-output analysis of hospital budgets" found some 
interesting results in ikgaid to strategic planning. The general budgeting 
objectives in hospitals are not unlike budgeting objectives in other industries, 
which suggests that "hospital budgets should facilitate short-term planning and 
management control of operations - objectives that could come from any standard 
accounting or finance text" (p. 34). However, although flexible budgeting is 
one of the most effective tools management has to control costs, flexible 
budgeting is not yet ejctensively used, because many hospitals are still In a 
rudimentary stage of budget development. The input-output model recognizes 
that a certain component of labor costs may be fixed, whereas the hospital's 
budget assumes ail labor costs are totally variable. In Cleverley's study, the 
accuracy of the labor budgets of the two systems studied were compared for the 
last 13 two-week periods of 1970. Two measures of accuracy were used: (1) 
percent error over the entire budget period; and (2) number of individual 
periodis during which one system is more accurate, as measured by percent error, 
than the other system. As shown in Table 6. the two systems were compared and 
both accuracy measures indicate that the 1^0 labor budget was more accurate. 
Budget accuracy could have been greatly improved if the 1-0 statistical 
methodology had been used Instead Of the existing negotiated labor budget. 
Effective cost control requires a detailed cost accoiiting system that will 
report when md where costs Were incurred and a budgeted or standard cost for 
each defined department or cost control center. Thus, differences between 
actual and budgeted costs may then be analyzed to determine whether the 
variance should be subjected to further investigation. However, the then 
current policy of the study hospital that was investigated by Cleverley was to 
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investigate variances when they seem to be too large. Ih addition, no 
differentiation was made between favorable and unfavorable variances, thus, 
strategic planning of budget and cost cbntrbl could have had great impact on 
the planning and cost decisions of the study hospital. 

Table 6. Comparison of Labor Budget Accuracy (Cieverley, 1975). 
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Baidwlii (1972) studied the d^iinizationai characteristics of some gttiirai 
service hospitals in Florida to determine if vaildatibri of some aspects of 
Lawrence and Lorsch (1967) study ccncemirig brgahizatiohal differentiation and 
integration on hospital performance. Differentiation, as used in the Lawrence 
and Lorsch study, is the difference incognitlve and eiotional orientation among 
managers in different major departments within the organization. Integration 
is defined as the quality of the state 5f collaboration that exists among 
departments that are required to cooperate in order to achieve the organization's 
objectives (Baldwin, 1972, p. 52). Structurally, th<=> Organizational role of 
the supervisor, at any level, is primarily one of linking together different 
parts of the organization structure and integrating their specialized performances 
(Baldwin, 1972; 6eorgopoulos and Mann, 1962 j Georgopoulos and Matejko, 1967). 

Results of the analysis of Baldwin's empirical study, as shown in Table 7, 
indicate that the findings of Lawrence and Lorsch (1967), pertaining to degrees 
of differentiation and quality of integration and their relationship to organi- 
zation performance, are valid in hospital organizations. In the .study of 
industrial organizations by Lawrence .-nd Lorsch, dynamic industries' greater 
degrees of differentiation and integration resulted in higher organizational 
performances. The hospitals in '5aidwin*s sample, when ranked by degree of 
attainment of the required organizational differentiation, indicated a 
significant relationship to the performance ranking of these saie organizations. 
In addition, the ranking of the sample hospitals by quality of integration 
indicated a significant relationship to organization performance. Thus, according 
to Baldwin, the "possibility exists that the validating of Lawrence and Lorsch 
findings in hospital organizations widens the application of their multi-variable 
approach to organization theory" (p. 6?). The analysis of data in Baldwin's 
study also indicated that in the hospital environment, differentiation could be 
more significant to organization perfcnaance than integration, and differentiation 

29 
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operate oh voluntary cipitai. and internally c5Stroiled by nonproprietary 
and nonpolitical governing bodies, does the administrator maximize these 
elements? 

3. Does the health administrator establish depreciation or replacement costs, 
control waste, apply accelerated depreciation rates to high obsolescence 
items? Failure to understand and contol cash flow can cause real problems. 

4. Since the health administrator has more discretion in setting charges, does 
he/she practice a fair and realistic approach to maximize services available 
to the patient at a minimum cost? This hypothesis is especially critical, 
since hospital and health care administrators face the unique problem of 
determining the amount and price of a giveiJ service at any given quality 
level, without the assistance of a free iarket. 

5. Does the health administrator complete his responsibility of guiding and 
training the governing body (board of trustees and medical staff) and gain 
their conf idience? 

6. Does the health administrator direct a large amount of his time and attention 
to community matters and generate publicity and concern of his/her hospital 
for community affairs? 

^'^ Planning) Assuming General Business Conditions (Strategic 

1. Has organizatiSnai differentiation been maximized to maximize organization 
performance and develop ihtegratioh? 

In ternis of administrative performance, have the following items been 



2. 

maxiirized : 



a. managemential studies of staffing, costs, budgeting, employee turnover, 
clinic waiting times, purchasing procedures or supply efficiency, 
diatary product packaging or distribution, service utilization, 
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is prerequisite to integration. Thus, "achieving the desired ievei of 
differentiation is of primary importance to hospital administrators" (p. 70). 

CHAPTER III: MEASURING SUCCESS IN THE HEALTH 
CARE ORGANIZATION 

3.1 Hypothesis Testing to Measure Hospital Performmce and Use of Strategic 
Management Principles 

A series of hypotheses may be developed to test the performance standards 
of a health care organization. However, there appears to still be a controversy 
to the status of the uniqueness of the education and job requirements of the 
hospital administration. A question remains concerning whether a body of 
knowledge sufficiently different from other management and administration 
operations exists, and justifies separation of hospital and health services 
administration from other academic programs. Since hospital and health services 
administration is an emerging profession, significant differ-ences from other 
professions tiiust be identified. If one assumes that this uniqueness or 
difference does exist, then a series of hypotheses can be generated for testing. 
However, if the hospital organization functions under the relatively satne 
business environment as most business enterprises, then strategic management 
principles apply. Therefore, two sections are developed in the actual hypothesis 
generation that reflect these two assumptions. 

3.2 Managerial Characteristics of Hospital Administrator, Assuming Unique 
Conditions of Operation 

!• Does the health administrator assum an obligation for the protection of 
his/her customer's interests. 

2. Does the health administrator maximize the benefits associated with the 
monopolistic characteristics of the hospital to the benefit of the 
institution and patients^ without detriment to society? Since health insti- 
tutions are organizationally independent, siif-governing, self-perpetuating, 

31 
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maintenance scheduling, drug packaging or distribution, patient 
transportation or scheduling, supply InventS^y or distribution, computer 
applications to patient care, computer applications to financial analyis, 
blood bank inventory analysis, laboratory utilization or schedulini^ 
long-range planning foi capital expenditures, and long-range planning 
for service addition or expansion (Grimes and Moseley, 1976)? 

b. expert evaluation of administrative personnel? 

c. administrative staff qualifications? 

d. accreditation? 

e. personnel per occupied bed? 

f. employee development? 

g. nursing hours per patient day? 

h. occupancy rate? 

In terms of patient care performance, have- the following items been 
maximized? 

a. autopsy rate? 

b. presence of and support of medical audit by physicians? 

c. accreditation? 

d. medical staff qualifications? 

e. average length of stay? 

f. improving surgical procedures? 

Is the relationship between the power triad (administrators, medical staff, 
board of trustees) strong and trusting enough to allow administrators leeway 
to implement strategic change? 

If a hospital has a strategic plan, is the plan detailed enough and over 
ibng enough periods to be effectively followed? 

Is the hospital administr *zor educated in business so that he/she can begin to 
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make planned decisions rather than reacting to each individual situation? 

7. Is a diffierientiatioh made between favorable and unfavorable variances 
between actual and budgeted costs, and acted upon accordingly? 

8. Are statements concerning costs and future needs stated in probabilistic 
terms with investigated feedback on variai^.ces* both favorable and unfavorable? 

eONCLUSiON 

Although many people feel that the health administrator faces some of the 
most vexing and unique problems in our society, most studies have shown this 
administrator to be poorly educated in sbmd business practices and operating 
lii an isolated and unrealistic environment. Hospital administrators argue that, 
as a nation, most business managers have acted on the false notion that the 
main or only need in bringing people health care is the availability of money 
to pay for the services requested. This notion, according to health field 
personnel^ is due to the galse notions aiid expectations which exist concerning 
medical economics. Business administrators argue, on-the-other-hand, that the 
health field, like any organization* should engage in business policy or 
strategic planning. IMder this assumption^ most hospitals do not formally plan 
their strategies in much detail. Few hospital administrators completed 
environmental appraisals, strategic choice of alternatives, implement at ion * and 
evaluation of hospital performance. Thus, according to Glueck and Mankin (1977), 
"What is forgotten is that comprehensive health planning or management by 
objectives is only one small portion of strategic planning and that suboptimi- 
zation occurs when concentration is devoted in only a few areas of the master 
plan" (p. 22). Hence, the controversy continues between the two gr-oups. 
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